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EXECUTIVE  SUMMARY 


o   Medicaid  long  term  care  spending  is  increasing  faster  than 
projected  two  years  ago  in  a  report  by  the  Special  Commission  on 
Elderly  Health  Care.  Projected  expenditures  were  about  $550  million 
in  FY  1987,  more  than  $600  million  in  FY  1988,  and  about  $700  million 
in  FY  1989.  Actual  expenditures  were  $720  million  in  FY  1987  and 
$770  million  in  FY  1988,  and  the  estimate  for  FY  1989  is 
approximately  $960  million. 

o   Cur  report  two  years  ago  suggested  projected  expenditures  of  $1 
billion  in  the  1990s,  reaching  $2  billion  by  the  year  2000.  Current 
spending  estimates  point  to  expenditures  exceeding  $1  billion  in  FY 
1990,  reaching  $2  billion  in  the  mid-1990s,  and  climbing  to  $3 
billion  by  the  year  2000. 

o   Medicaid  long  term  care  spending  is  being  driven  up  by  four 
principal  factors: 

-  Wage  hikes  to  keep  and  attract  workers 

-  Increasing  frailty  of  the  institutionalized  elder 
population  (i.e.,  services/elder  rising) 

-  Growing  elder  population 

-  Absence  of  adequate  federal  long  term  care  policy 

CONCLUSIONS: 

1)  Our  Medicaid  obligations  to  the  long  term  care  of  the  elderly  lie 
at  the  heart  of  the  overall  state  fiscal  crisis. 

2)  We  must  develop  a  plan  to  adequately  fund  elder  long  term  care 
needs . 
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NOT  YET  "BEYOND  CHAOS  AND  CATASTROFHIC  COSTS": 

Medicaid  is  in  trouble  and  threatens  the  overall  state  budget. 
Even  a  quick  look  at  the  state's  financial  figures  indicates  the 
heart  of  the  problem:  rapid  escalation  in  Medicaid's  long  term  care 
account,  the  bulk  of  which  goes  to  pay  for  care  of  our  oldest 
citizens. 

We  took  a  look  at  this  problem  in  "Beyond  Chaos  and  Catastrophic 
Costs/'  the  first  report  of  the  Special  Commission  on  Elderly  Health 
Care,  which  we  chair.  In  reviewing  data  that  has  came  to  light  since 
that  April  1987  report,  we  find  a  catastrophe  still  unaddressed  -  and 
growing  worse. 

LONG  TERM  CARE  CRISIS:   SOONER  THAN  EXPECTED 

In  April  of  1987  we  identified  Medicaid's  expenditures  for  long 
term  care  of  the  elderly  as  a  major  problem  facing  the  Qsmmonwealth 
for  two  reasons: 

1)  the  impoverishment  forced  upon  elders  by  the  system,  and 

2)  the  skyrocketing  of  state  funds  required  to  pay  for  the  care. 


Medicaid  has  become  the  payor  of  between  2/3  and  3/4  of  all 
nursing  home  and  home  health  costs  for  elders.  Yet,  Medicaid  funding 
for  long  term  care  happens  by  default.  We  are  left  to  catch  up  with 
economic  and  demographic  trends  that  drive  up  costs,  with  no  rational 
system  for  matching  revenues  to  costs.  Medicaid  has  become  the  Social 
Security  of  elders  facing  extended,  debilitating  health  crises. 
Neither  Medicare  nor  private  insurance  will  offer  that  guarantee  of 
care  when  private  funds  run  out. 

At  the  time  of  that  first  report,  we  declared,  "The  state 
Medicaid  budget  for  long  term  care  is  out  of  control."  We  projected 
state  long  term  care  expenditures  to  grow  gradually  from  1986  to 
1990,  rise  steeply  by  2000,  and  soar  by  2010. 

In  that  report  we  alerted  the  Commonwealth  to  the  dangers  of  this 
sharp  growth  in  Medicaid's  spending  for  the  long  term  care  of  our 
elderly.  With  no  rational  planning  and  no  identified  mechanism  for 
funding  this  rapid  increase,  the  needs  of  our  elder  population  would 
be  shortchanged  and  other  state  human  service  priorities  would 
quickly  be  squeezed  out. 

Two  years  later,  it  is  obvious  that  the  danger  is  worse  than  we 
projected. 


Current  liability 

Current  projections  of  the  short  term  liability  paint  a  iriuch  more 
worrisome  picture  than  our  projections  of  only  two  years  ago. 

PROJECTED  LONG  TERM  CARE  EXPENDITURES 


1987  projection 
1989  projection 
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In  our  April  1987  report,  we  predicted  a  doubling  of  Medicaid 
long  term  care  expenditures  between  1986  and  2000.     It  is  now  evident 
that  expenditures  have  nearly  doubled  already:     from  $641.2  million 
in  FY  1986  to  $1,196  billion  in  FY  1990.     At  this  rate  Medicaid 
spending  on  long  term  care  of  the  elderly  will  easily  reach  $2 
billion  by  the  mid-1990s  and  $3  billion  by  the  year  2000. 


Medicaid    Long    Term    Care     Expenditures: 

Nursing    Home,     Chronic    Hospital    and    Home    Health    Care    Services 

FY    1986    -    1990(millions    of    dollars) 
Nursing  %  Chronic  %  Home  %  % 

Year       Homes  Increase       Hospitals       Increase       Health    Increase       Total       Increase 


FY86      467.9 

FY87       523.1 

FY88       578.9 

FY89**  744 
(est. ) 
FY90**   945 
(est. ) 


10.6 

9.6 

28.5 

27 


139.4 

156.7 

146.0 

157 

181 


12.4 
-7.3* 

7.5 
15 


33.9 
$9.0 

Vs 

70 


15.0 
14.9 
36 
15 


641  .2 
718.8 
769.7 
962 
1,196 


12.  1 
7.1 
25 
24 


*    This    figure    represents    a    one-time    third    party    billing    procedure    change. 

**    These    figures    represent    actual    expenditures    and    potential    liabilities    that 
could    come    due    in    these    years  . 


Source:  Department  of  Public  Welfare;  Executive  Office  of 
Aclmiriistration  and  Finance 


There  are  four  reasons  for  this  recent  and  unexpected  escalation 
in  expenditures. 

*  Wages  -  The  wage  component  of  health  care  inflation  has 
recently  experienced  a  dramatic  surge.  The  nursing  and  health 
aide  professions  which  provide  the  majority  of  long  term  care 
services,  have  historically  been  undervalued.  Wage  increases  for 
long  term  care  workers  have  soared  between  10  and  20  percent  over 
the  last  several  years  (as  the  Rate  Setting  Commission  adopted  a 
Massachusetts-specific  wage  growth  formula) . 

*  Frailer  population  -  Those  cared  for  outside  hospitals  have 
required  more  complicated  and  more  intensive  care  as  technology 
and  the  new  Medicare  DRG  system  have  moved  increasing  numbers  of 
elders  out  of  hospitals  into  what  were  set  up  to  be  less 
intensive  care  settings:  nursing  homes  and  patients'  own 
residences.  And  Medicaid  is  the  principal  payer  of  long  term 
care  in  those  settings. 

In  Massachusetts  between  1978  and  1986,  the  total  nursing  home 
census  stayed  roughly  constant  (1978:  48,077;  1986:  50,506). 
However,  the  number  of  residents  requiring  Level  I  or  II  Care 
(skilled  nursing  home  services)  increased  nearly  38%  while  the 
number  of  residents  needing  Level  IH  and  IV  care  decreased. 


NUMBERS  OF  NURSING  HOME  RESIDENTS 

Levels  of  Care  1978  1986 

I/II  14,717  20,297 

III  25,870  24,428 

IV  7,490  5,781 

TOTAL  48,077  50,506 

Source:  Massachusetts  Nursing  and  Rest  Home  Trends  1978-1986 (DFH, 
Feb.  1989) 


Long  term  care:  The  unfunded  liability 

This  greater  than  expected  rise  in  Medicaid  expenditures  would 
not  be  causing  a  budget  problem  if  funding  had  been  designed  to  keep 
pace. 

It  wasn't. 

The  Commonwealth  is  slipping  further  and  further  behind  in 
meeting  its  Medicaid  long  term  care  obligations.  The  FY  1989  deficit 
in  this  account  is  in  the  ballpark  of  $100  million;  the  exact  figures 
are  still  the  matter  of  debate.  Some  observers  are  already  talking  of 
a  $200  million  deficit  for  FY  1990. 

This  failure  to  address  our  Medicaid  obligations  to  the  long  term 
care  of  the  elderly  lies  at  the  heart  of  our  overall  state  crisis. 

*  Elders'  long  term  care  needs  are  shortchanged  as  the  state 
falls  further  and  further  behind  in  paying  nursing  homes  and  home 
health  agencies,  threatening  their  very  economic  viability  and 
restricting  their  ability  to  take  in  new  cases. 


*  Demographics  -  Census  data  and  recent  demographic  studies 
demonstrate  that  the  fastest  rising  segment  of  the  American 
population  is  the  group  over  85  years  of  age  -  precisely  those 
frail  elderly  with  the  greatest  need  for  and  use  of  long  term 
care. 

In  Massachusetts,  one  aspect  of  this  phenomenon  has  been  the 
rising  average  age  of  nursing  home  residents. 

PERCENTAGE  OF  NURSING  HOME  RESIDENTS 

Age  1978        1986 


<  65 

11 

9 

65-84 

52 

47 

85-89 

20 

22 

90  + 

16 

22 

Source:  Massachusetts  Nursing  and  Rest  Heme  Trends  1978  -1986 
(DPH,  Feb.  1989) 

*  Federal  policy  -  The  federal  government  has  failed  to  establish 
a  long  term  care  financing  program  that  prevents  elder 
impoverishment  or  assists  states  in  controlling  Medicaid 
expenditures.  Federal  policy  fails  to  address  the  economic  and 
demographic  trends  that  are  pushing  up  Medicaid  spending.  There 
is  no  indication  of  any  near  term  reversal  of  this  position. 


*  The  state  sinks  deeper  and  deeper  into  a  financial  hole, 
caught  between  its  legal  and  humane  obligations  to  care  for 
disabled  elders,  and  its  inability  to  generate  the  necessary 
funds  to  keep  up  with  the  growing  costs  of  that  care. 

It  is  time  to  address  this  issue  head-on,  to  see  the  problem,  to 
identify  the  needs,  to  plan  for  future  obligations. 

We  solved  the  unfunded  liability  of  pension  funds  for  the 
Commonwealth's  own  workers.  We  can  also  solve  the  unfunded  liability 
of  long  term  care  for  Massachusetts  elders. 


